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WHO CAN USE THE SYSTEM. 


The system of accounting described in this bulletin will meet the 
needs of cotton ginneries generally as they are operated in the cotton 
belt of the United States. However, especial attention has been 
given to the needs of custom ginneries, and no effort has been made 
to consider the problems of ginneries on private plantations. Since 
the latter do comparatively little work for the general public, they 
were not included in the investigation, although there is little question 
that they would find this system of accounting helpful. 

With no previous knowledge of bookkeeping whatever, practically 
anyone can keep the records and accounts described in this bulletin. 


1 The authors desire to make acknowledgment to Dr. Lewis H. Haney for helpful suggestions and for 
reading and criticism of the manuscript of this bulletin. 
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To do this, one must carefully read the bulletin before starting any 
actual work. That portion beginning on page 14, under the heading 
“How the system works,’’ and the sample entries on the forms at 
the back, will be especially helpful. In the day-to-day work of 
keeping the records, the Appendix and the sample entries will answer 
practically every question which will ever occur to the user, and the 
Bureau of Markets is at all times ready and willing to answer questions. 

There is no short cut to adequate information relating to the 
operation of any business. The only way is to install a good set of 
records, open the proper ledger accounts, and keep them correctly. 
Then the results must be studied. The information in this bulletin 
will enable a business man of average intelligence to do these things. 


RESULTS OF USING THE SYSTEM. 


A large number of business men look upon their bookkeeping as a 
sort of necessary evil, from which they can get no return. The 
information which a properly kept set of records and accounts can 
furnish, however, is the guidepost along the highway to business 
success. If one would succeed in his business probably no other tool 
will help more than a system of bookkeeping which will give the 
results herein described. 

The final test of the adequacy of any system of accounting lies in 
the question whether or not it will furnish the information neces- 
sary for the intelligent conduct of the business. This information 
should consist of a statement of the financial standing (Balance sheet, 
see page 4), a statement showing the loss or gain as a whole (Income 
and expense statement, see page 6), prepared in such detail that the 
relation of the various items of income and expense may be readily 
seen, and any other information that may be of assistance to the 
management. It should also make it possible to prepare income tax 
reports with comparatively little work. 

An illustration of each of the reports essential to a ginnery follows, 
with a few comments concerning each report. _ 

To obtain the very best benefits possible from an adequate account- 
ing system, nothing can take the place of an independent audit by a 
reputable firm of public accountants. Some of the advantages to be 
derived from such an audit may be summarized as follows: 

(1) An impartial and disinterested opinion of the general policy 
and administration of the business is obtained. 

(2) The financial records are carefully examined, and repens pre- 
sented in the best possible form. 

(3) Opinion is rendered as to whether the methods in use could be 
improved and whether or not adequate reserves are being accumu- 
lated to care for depreciation, bad accounts, etc. 
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The cost of such an audit may seem prohibitive to some of the 
smaller organizations. However, this expense may be somewhat 
reduced by the formation of a cooperative auditing association, such 
as is now in existence in some sections of the country. It is strongly 
recommended that an audit of the kind referred to above should be 
made at the close of the fiscal year. 


Part I.—REPORTS THE MANAGER NEEDS. 
BALANCE SHEET. 


The investigations made by the Bureau of Markets have disclosed 
the fact that many cotton ginneries have never made either an income 
and expense statement or a balance sheet. A model of each of these 
forms is therefore shown. The arrangement of balance sheet shown 
herein conforms to that suggested by the Federal Reserve Board and 
is recommended as a simple yet comprehensive exhibit of the financial 
position of the company. The management should very carefully 
study the statement of one year as compared with another, noting 
particularly the increases and decreases in such important items as 
Notes and accounts receivable, Inventories, Depreciation reserves, 
Notes and accounts payable, Surplus, and Total net worth; also, the 
relation of Total current assets to Total current labilities, which 
should be approximately 2 to 1, if the organization is in sound finan- 

cial condition. 
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INCOME AND EXPENSE STATEMENT. 


The income and expense statement is an itemized statement of the 
entries made in the loss and gain account, arranged in such a way as 
to set forth clearly the financial results of the operations of the 
periods involved. The items should be obtained from this account, 
and the final balances must agree. 

The following form of income and expense statement will be found 
convenient for exhibiting the operations of the ginnery for either a 
monthly or a yearly period. Wherever possible a monthly state- 
ment of income and expense is advised. 

In the past no standard form of income and expense statement 
has been used; therefore this form should fill a very definite need. 
By its use, not only the stockholders and directors may follow the 
details of the business, but a ready comparison may be made between 
the costs of operation of various periods. 

In preparing this statement the amounts shown as sales and pur- 
chases should be net figures. That is, merchandise returned by the 
buyer should be deducted from the total sales, and merchandise 
returned by the company to the concern from whom it is purchased 
should be deducted from the total purchases. 

In preparing the trading section of the income and expense state- 
ment it will be found that a space is provided for showing the inven- 
tory at the beginning of the period separately from the purchases. 
If the entries have been made in the purchase accounts in the order 
provided, the amount of the inventory (where one existed at the close 
of the previous period) should be the first item in the various pur- 
chase accounts. By deducting this amount from the balance on the 
purchase account, the purchases for the period may be found. 

Special attention is called to the item “Less cost of ginning pur- 
chased seed cotton.’’ The method of ascertaining this amount is 
explained on page 35. 

Special care should be used to see that this item is correctly ascer- 
tained, for in no other way can correct results be obtained. The 
items also appear on the “‘Comparative cost and income analysis,”’ 
page 7. 

The result of this statement, ‘Net profit for year,’’ must agree 
with the balance of the loss and gain account. 
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BLANK GINNING COMPANY. 


INCOME AND EXPENSE STATEMENT FOR ..... 


OPERATING. 
Ginning income: 

Custom ernmine in comers a5 erat ear na eee 
Ginning expense: 

Operating— 
Salaries and labor expense...... 20... cccscenncecncces 
POWEL EXPENSES esi. ke cee as Soe ee ae eee 
IREPalrs vk ede eee ae Sas nel Pee ee eee 
Depreciatlomies 2 were eee eee ee Ne 
Operating supplies expense: -.----.-..1..2. 2252.22.22 
AP TASWTANCO 22 ee. ere ae ee oo ae ae Cae aan es 


Administrative— 
Office’supplies 422s Toke, ees SE ee 


Telegraph, telephone, and postage................... 
Renta at oa et ee ee ee eee ee aes 


Rotalainming exp enSeSse a saoe see aera eee 
Less—cost of ginning purchased seed cotton....... 


Costof.customisinning: 522 2k. eae eee 
Customiginninemet prohit. 2. 2.5 -beese.o-- soles ee 
TRADING. 


Bageimgand ties sales (Met) 2-2 ask. tesa scenes sean sea 


Current year. 


Inventory beginning of year 


Purchases (net) 


ete ces ese ees e se esse sees esc ee ecto ese eter 


Less—inventory—end of year 


Cost of sales (bagging and ties) 


Gross profit on bagging and ties 


Cottonseed sales (net) 


Cotton sales (net) 


Inventories—beginning of year— 
Seed-cottont i. Sieh oe tee oA ee Ce ee 
COtEONSCCd i Bieter pe eee ae 2 Sere ae anal ea teres 
Cottons ts. ck eed ee oes Se Se 


Seed-cotton 2). ee Soke ke ee a ee 
Cottonseed 46 SA te ee ee bie. Ar. Pe i or as 
TROT See oe Ger etal ee etme Clearer ES lS 


Less—inventories—end of year..-....-.......-.-.----- 


Seed-cottonss: S22 Obi) 2 te a ead hee, —— 
Cottonseed ire ir reese es aU ade ee tees —_—— 
COTE OI Bee oe eS a ay eae mle Bm peer —_—— 


Gross profit on cotton trading................-.... 
Miscellaneous income: 

Cashidiscounts onspurchasest=sce5 eee e eee eae eee eee 

Sundry ANCOme:- = S25 525 as one Boe ase eee ee ee ee 


INetpronintorsy ear oe fo Sate See oan eee eee : 


Last year. 
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SUMMARY OF OPERATIONS. 


A form for presenting a summary. of the ginning operations is 
shown below. It is arranged to present in form convenient for use 
the information relative to the quantity of cotton and cotton seed 
handled. The information is obtained from the ginning register. 


SUMMARY OF OPERATIONS. 


Bale record: 
INGMDerGn Dales eimnmedie ge a Ue ot eeu sien WOR Gee e cca 
Ota elem tronics see sie ee ans se ce eer ue aren hh tn. MANNE ey oo 
Seed cotton handled: 


Netwerant boweht. 2. fio 7 2. okt eg 2a Dose: ee es ep oe 

INGURVWeIOL SOLG Mmreae weenie te on se tare coe Sonanet so IO} asa tant 
Disposition of seed: 

NeW eteya LONGO aC) ese a es les Pe AERC AP OR en Hos ious sere eis 

BRO UES OY 5 papa ean he HG tal rl Oe ea Tm ol a4 Oa GSS NG HIER NA oh 

MWe ol eh te BPE oes Oc Moree ea ee aS RIE Um ORD DLA aa We TS AN oe gS fe 


THE COST AND INCOME ANALYSIS. 


The form for the cost and income analysis is arranged to show in 
summary the cost and income per bale of the ginning operations. 
Columns are provided for exhibiting the cost information of two 
years in such a way that they can easily be compared. This affords 
an excellent check on the efficiency of the business. 

The information for this report is obtained from the income and 
expense statement, and the per bale figure is obtained by dividing 
by the number of bales ginned, except in the case of the item “‘ Less 
cost of ginning purchased seed cotton,’’ where the number of bales 
of such cotton 1s used. 


Comparative cost and income analysis. 


Current year 192— Last year 192— 
Rotvaluumberofibales cinnedws-2 22s eee — 
Bales purchased seed cotton ginned.........2....... —— 
Susiom bakes sinMMed boas sees sos owes eee os ee — 


Per 
bale. Amount. bale. 


FRotal cinminierineomes. waa- 2s - 50 sco oes asa acces 


Ginnine Expense-Operating: 2. eco. soe ak eos 
Ginning Expense-administrative....................-.--. - 


Sinn SEX PeCNSC=lOLAe pos Sars ye yess eeienisnc wie Bara We 
Less cost of ginning purchased seed cotton..............-.- 


Costot customs cinminesae. + S22 es eee oe 


: CUSTOM GINNING NET PROFIT............. 


| IBAr lino an dutiesisOldt ers ek ise Bae ee 
| Bagging and ties cost of-sales.........0:.2.2.0.1.0.-20025- 


| BAGGING AND TIES GROSS PROFIT......... 
oon trading (pross profit). ..5:.-2.-50sic20-.5.ese sess ees 
PEELE THOOUS ECOMLON a). (St. ccs one caso cc camindimnesiecee 


TOTAL NET PROFI'T AS PER INCOME AND 
EXPENSE STATEMENT os ipa. 2oo.k stig. oud 


Pr Bee] ek 
Peas Sei 


_ NotE.—Short dashes (- —) are used to indicate the places where the figures are to be inserted. 
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Part 1.—THE RECORDS. 
WHAT FORMS TO USE. 


Many business men and bookkeepers have not had the broad and 
varied experience which will enable them to devise a complete and 
related set of forms for the particular business with which they are 
connected. 

For this reason such a set is shown and described herein. This set 
is the result of wide observation and discussion with experienced 
ginnery accountants and managers. While it is true that no set of 
forms can be made which will exactly fit all the details of every 
organization, it is believed that these forms will be found satisfac- 
tory for use in the vast majority of cotton ginneries in the cotton 
belt of the United States. 

Some of the forms shown are not absolutely essential to successful 
accounting, but are provided that a complete system may be avail- 
able for use. Also, in some cases, alternate forms are shown. These 
variations are discussed in the paragraph describing the particular 
form. 

For the convenience of those interested in the system eset in 
this bulletin, and for those who desire to install the system, the 
Bureau of Markets has provided printer’s copy of the several forms for 
free distribution. A list of firms by whom the forms are published and 
carried in stock will be supplied on request. All ginneries installing 
this system of accounts may refer to this Bureau any question 
regarding its installation or operation. 


DESCRIPTION AND USE OF THE FORMS.’ 


The following forms comprise the system of accounting for cotton 
ginneries :? 
Form 2. The ginning ticket and register. 
Form 3. The ginning ledger 
Form 5. The cash journal. 
In addition to the above, the following forms are described and 
illustrated, as they will be of material assistance in keeping accurate 
records of all items of importance: 


Form 1. The bale tag. 
Form 4. The cash receipt. 


THE BALE TAG—FORM 13 

The bale tag is fully described in United States Department of 

Agriculture Bulletin No. 520, ‘A System of Accounts for Cotton 
Warehouses,” as follows: 


Various methods are in use in cotton warehouses for the identification of the bales, 
but by far the most successful, and the one most generally used, is that of the num- 
bered tag, supplemented by a record of the owner’s private mark. Form | shows a 


1 Further discussion of the operation of the forms will be found on p. 14. 
2 Sample copies of these forms will be furnished to ginners on request. 
3 See page 42. 
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form of tag that is recommended. In every instance the tag should be made of 
reasonably heavy waterproof paper or of linen. Double eyelets with an extra rein- 
forcement strip are desirable, and a double flexible wire, preferably of copper, for 
attaching the tag will give the best results. The tags should be numbered consecu- 
tively and used in numerical sequence throughout the season. 

The selection of the tag to be used should be made with great care, as it is to become 
the principal means of identification of the cotton when the bale is in the warehouse. 
A tag of poor quality, improperly fastened to the bale with a single small steel wire, 
is often twisted off by the action of the wind and much trouble is caused by such 
a loss. 

To guard against just such confusion as the loss of a bale tag will 
cause, it is often the practice to stencil or print on the bale itself 
some marks of identification. It is felt that in most cases this 
would prove fully as satisfactory as the use of a bale tag. It is 
recommended, however, that the number which is placed on the 
bale be the same as the number of the ginning ticket issued for it. 
This will make it easy to trace ownership through the records, and 
make it necessary to use only one set of identifying marks. 

THE GINNING TICKET AND REGISTER—FORM 211 

The ginning ticket, Form 2, is the foundation of all the subsequent 
records of operations. On it is recorded the bale number, the mark 
of the bale, owner, driver, to whom delivered, the weight, charges, 
and other facts relating to the ginning operations. Hach ticket is the 
record of one bale of cotton, and since the tickets are numbered con- 
secutively, the last number used indicates the number of bales ginned. 
Care must be taken to make the number of the bale tag (Form 1) 
(or the stencil number if stenciling is practiced) correspond with the 
number of the ginning ticket. On the right side of the ginning ticket 
are found columns for the classification of the facts found on the 
left-hand side. Ample space is also provided for calculations. It 
is an excellent practice to preserve the computations on the ticket 
for future reference. 

This form is put up, five tickets to the page, in duplicate or tripli- 
cate, depending on whether or not the State law requires a copy for 
the landlord, in which case one copy is given to the grower, one to 
the landlord, and one is retained in the office. 

In some ginneries it will be found desirable to use a tablet of gin- 
ning tickets (Form 2a’), and a separate register (Form 263). It 
should be understood, however, that Form 2 should not be used when 


_ Forms 2a and 26 are used, as these two forms are used in place of 


Form 2. The same information is found on the two forms as described 
under Form 2, the only advantage being that the ticket is a little 
longer and the register contains a larger number of entries on the 
page. The tickets should be put up in duplicate or triplicate, one 
ticket to the page, depending on whether or not the State law re- 
quires a copy for the landlord. 


1 See page 40. 2 See page 41. 3 See page 10. 
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OWNER OF COTTON 


Bureau of Markets and Crop Estimates 
Ginnery System 
Form 2b 


Postings are made from the ginning tickets to all but the last two columns: 


Instead of this form, a simple ledger form of the usual style may be used. 


Norn.—One page is given to the account of each individual. 


postings to these come from the cash journal. 
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Where the ginning is done on a cash basis, or where the grower’s 
copy of the ginning ticket (Form 2 or 2a) is returned to the gin at 
the time payment of the account is made, an excellent receipt is pro- 
vided by marking the tickets paid and returning them to the cus- 
tomer. In case there are a number of bales, however, less time will 
be consumed if Form 4 is filled out. 

THE GINNING (ACCOUNTS RECEIVABLE) LEDGER—FORM 3.1 

Form 3 is the customer’s ledger, one sheet being used for each 
grower. Since it rarely happens that the ginning is paid in cash for 
each bale at the time of ginning, it is necessary that an account be 
kept with every customer. ‘The ginning ledger provides this record, 
one page being assigned to each customer, whose name is placed on 
the top of the page in the space provided. 

The same columns are found in the ginning ledger as in the ginning 
register (except the name and the cash received columns), namely, 
the date, the ginning ticket number, and the bale record under which 
is found the number, the weight, the mark, and the date of delivery. 
Under Seed cotton are found the gross, tare, and net weight; under 
Ginning charges, bagging and ties, ginning charge, and the ginning 
total. Under Disposition of seed is found the amount taken, amount 
bought, price, value, and check number. In the last column is the 
date and the amount of payment. 

All postings of ginning charges to customers’ accounts are made 
from the ginning register (Form 2), and when the posting is completed 
the total of all the ginning accounts should be equal to the total in 
the register. The amount of the payments should be equal to the 
corresponding total of the payments in the cash journal. 

If desired, the ginning ledger sheet can be so made as to give a 
carbon copy, in which case the original should be perforated so that 
it may be torn off and handed to the customer at the end of the sea- 
son or whenever the settlement of the account is completed. Care 
must be taken, of course, that the account is kept intact until it is 
fully paid. 

In case charge sales of cotton, cotton seed, or other materials are 
made to persons for whom no ginning has been done, these accounts 
should be opened in the ginning ledger, using, instead of the regular 
ginning-ledger sheet, an ordinary stock form of ledger sheet. These 
sales should be entered in the cash journal and posted from there to 
the proper account in the ginning ledger. | 

THE CASH RECEIPT—FORM 4 (OPTIONAL).? 

Since no entry is made on the ginning ticket except for cotton, each 
ticket representing a bale, it is not convenient to use this form as 
a cash receipt, and therefore it is suggested that a separate blank 
be used, similar to Form 4, on which every item of cash receipts is 


1 See page 12. 2 See page 42. 


ae ay Sa 


* 101] ee oq 0} ST OOURTeG OY} pPUC bees om}: Jo 0 qed “poureyor JOUMO OY} roy & Z8LG6E ‘0: Z 


pouR[eq OY} I0J yooyo Aq pred soUMO OY} PUL JYSNog SLA Poos DIO “TL/GE “ON BZ ULMO WT, WO JO opvuUt s}oOxON SuTUUTS OM} JO AI} OU. — ALON 


BULLETIN 985, U. S. DEPARTMENT OF AGRICULTURE. 


12 


| ONINNIO | 


2S Se ea 


“Ha ee Dea ee pbummeetag | 
BoE 


ed 
ze 
ut 


Br aeveetes 
76 F 


3 ‘ON 
yOIHO 


IY ava 


wor GAATHOAU 


JOSpo7T SuuUuIy—E UsI08\] 
wojsig AOU 
sojyvuMysy dorp puv sjoyseyA JO NVIING -g -/y 


. A SYSTEM OF ACCOUNTING FOR COTTON GINNERIES. 13 


recorded. The form is put up in duplicate, one going to the payer 
and the other being retained in the bound book; the receipts are 
numbered consecutively, and every number must be properly re- 
corded. They should be entered in the cash journal. This form is 
not absolutely essential, but it will be found that its use very often 
saves confusion and additional work. 


THE CASH JOURNAL—FORM 5.1 


The cash journal (Form 5) is a combination of the cash book and 
the journal. The incorporation of these two books into one form 
and the columnal development of the form tend to facilitate the 
classification of entries and to reduce the posting to the ledger. No 
special forms are provided in the system for the recording of pur- 
chases and sales, but the cash journal is used for the recording of 
these items. 

Effort has been made to reduce the size of this form by limiting 
the number of special columns to those having sufficient items each 
month to warrant economy in their use. A book of moderate pro- 
portions will be found much more convenient to handle and to oper- 
ate than one containing a large number of columns, if the needs of 
the business are not such as to necessitate the additional columns. 

The captions of the columns of the cash journal are as follows: 

Debit side: Ledger folio (L F); general ledger; ginning ledger (ac- 
counts receivable); receipt number; cash received; bank deposits; 
notes payable; bagging and ties purchased; cottonseed purchases; 
seed-cotton purchases; blank; pay-roll account; repairs; power ex- 
pense; blank; insurance; rent and taxes; office supplies; blank. 

Credit side (reading from left to right): Date; name; ledger folio; 
general ledger; ginning ledger (accounts receivable), cash payments; 
check number; bank withdrawals, notes payable; bagging and ties 
sales; cottonseed sales; cotton sales; custom ginning income; gin- 
ning purchased seed-cotton; three blank columns. 


JOURNALIZING. 

As often as is convenient, the results recorded in the ginning 

register (Form 2) are entered into the cash journal after the manner 

ulustrated below. This is one of the most important features of the 
work, and should be very carefully performed. 


a : 
Ginning | Otten | Cash re- Oct. 31, 1919 
. , . 


ledger. Pcustit: ceipts. Ginning. |B. and T. 


| 225.00 | Cottonseed bought. 
75. 00 | | Accounts receivable. 
vit Cristom ginning anecomic nee cee wane cect ; 250.00 
IE PRIVEY ANION PIOSISMICS ow rer eee ones Gee aga. ame 
| | | Totals from the ginning register. | 
| 


1 See folded sheet facing page 16. 


50.00 
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THE GENERAL LEDGER. 


The form of general ledger sheet is usually kept in stock by station- 
ers. The posting is done from the cash journal into the general 
ledger once a month or as often as is desired. No individual items 
are posted into the general ledger, except those found in the general 
ledger columns of the cash journal. The totals of the special columns 
are posted direct from the cash journal to the proper account in the 
ledger. The debit totals are posted to the debit side and the credit 
totals to the credit side of the account. Since the debits are equal to 
the credits in the cash journal, and since no posting is done from any 
other book, the two sides of the ledger must be equal and the trial 
balance should be easy to obtain at any time. The accounts found 
in the ledger are charted and described on pages 21 to 35. 


HOW THE SYSTEM WORKS. 


Sample entry of actual transactions showing the operation of the 
system will be found on the forms illustrated at the end of this bul- 
letin. In studying the system or in actually using it, these sample 
entries should be referred to until it is thoroughly understood just 
how the entry should be made. 


THE GINNING RECORDS. 


The ginning records are the bale tag (Form 1), the ginning ticket 
and register (Form 2), and the ginning ledger (Form 3). The sole 
function of the bale tag is to identify the bale as it passes from the 
producer to the consumer. The ginning ticket and register is the 
original detailed and serial record of the bale and all the information 
relating to the ginning operations, while the ginning ledger is the 
book of personal accounts of patrons. The debit side of the ginning 
ledger and the total ginning charges in the register should be equal 
when the posting is completed. The net total of the balances in the © 
ginning ledger should agree with the balance of the accounts receiy- 
able account in the general ledger. 


RECEIVING THE COTTON. 


As the grower drives on the scale, the weigher takes the next 
numbered bale tag (Form 1) and on a ginning ticket (Form 2), of the 
same number as the tag, he records the gross weight; then the cotton 
is drawn into the gin, after which the tare or the weight of the wagon 
and driver is deducted; the difference is the net weight of the seed 
cotton. The weight of the bale multiplied by the rate gives the 
charge for ginning. Adding the value of the bagging and ties gives 
the total charges if the charge for bagging and ties is not included in 
the ginning charge. By subtracting the weight of the bale from the 
net weight of the seed cotton the weight of the cotton seed from the 
bale is found. Except when the seed cotton is of a very low grade, 
is unusually dirty, or contains hulls and bolls in large quantities, no 
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deduction for such foreign matter need be made, as the weight of the 
bagging and ties placed on the bale usually will offset this loss. 
Care should be taken to perform the calculations in the proper space 
on the ginning ticket. This will be of great assistance in auditing » 
and will also be a valuable record in case disputes arise later. It is 
also of great importance that every tag and ticket be recorded and 
that memoranda be made of lost or destroyed tickets and tags. 
Care should be taken to fill out every space and. that every signature 
required be properly signed. If the, form is put up in triplicate, 
two copies are perforated and are torn out, while the third remains 
in the book for permanent record. 

Two courses are open to the grower—either to pay the ginning 
charges in cash or to sell the seed to the gmner. When the cotton 
seed is bought, the net pounds of seed are recorded, the price per 
hundredweight, and the total value. From this the charges are 
deducted and the balance is due the grower, which should be paid 
by check. 

The practice is for the ginner to carry an account with the grower 
until the end of the season or until the cotton is sold, when settle- 
ment of the account is made. Occasionally a small ie of seed is 
carried home by the grower, and this should be recorded. 

As stated in the introduction, trading should be entirely disasso- 
ciated from the ginning operations, as otherwise 1t would be impos- 
sible to establish a satisfactory basis for ginning costs. Where a 
ginner buys seed cotton on his own account, he should charge this 
cotton with the ginning, as explained on page 35, ae the usual 
record should be made of the ginning and baling. 

The distribution columns at the right of the ginning ticket should 
be totaled at the end of each page and the totals forwarded. These 
totals furnish the facts for the summary of operations at the end of 


the season. 
THE GINNING LEDGER. 


Once a week, or as often as occasion requires, the data recorded 
in the ginning register are footed and posted into the ginning ledger 
(Form 3). No specific instructions for posting are necessary, since 
the arrangement of the columns in the register and ledger are identical. 
The sheets in the ledger are arranged alphabetically, so that the 
initial of the account should be noted as a posting mark in the L. F. 
column of the register. Care must be taken to see that the total 
charge in the register and the postings to the ledger are equal. 


THE FINANCIAL RECORDS. 


The cash receipt (Form 4), the cash journal (Form 5), and the 
general ledger (Form 6) comprise the financial records. 
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CAasH RECEIPTS. 


Every item of cash received is entered on a cash receipt (Form 4). 
This includes borrowed money payments on account and miscella- 
neous receipts of every description. Care should be taken to use a 
good pencil carbon sheet so as to insure a perfect copy. Patrons 
should be trained to expect a receipt for every payment. Every 
day the receipts are recorded in numerical order in the cash journal, 
and the amounts are distributed to their respective columns. 


PAYMENTS. 


Tt is suggested that, whenever practicable, all receipts be depos- 
ited in the bank and that all payments be made by check. When 
this is done, the difference between the receipts and payments will | 
always be equal to the balance in the bank if all the checks have 
been paid. It is a good practice to enter the check number in the 
margin opposite the payee on the credit side of the cash journal and 
to preserve the check as a receipt. A notation on the check of the 
items paid is a valuable record. A special voucher check will be 
found very convenient in a large business. The canceled cheek 
should be attached to the origmal invoice or voucher and filed away 
for reference. Cash discount should be taken at every opportunity, 
not only because of the saving, but because the credit and reputation 
for good business methods are greatly enhanced by a habit of prompt- 
ness in meeting obligations. 


THE CasH JOURNAL. 


The cash journal (Form 5) provides a chronological record of the 
financial transactions of the business and combines the features of 
the cash book, journal, sales book, and purchase book. All trans- 
actions must be journalized in detail or in totals in the cash journal; 
consequently no items can be posted to the general ledger except 
those appearing in the journal. On the left-hand page appear the 
debit columns and on the right-hand the credit columns; at every 
stage of the record the totals of the two sides must be equal 


DEBIT COLUMNS. 


Cash.—All receipts of cash of whatever nature are entered in the 
cash column, the corresponding credits being made to the proper 
accounts affected. | 

Bank deposits —The amounts of the deposits made in the bank 
are entered in the bank deposits column. The bank balance, as 
shown by the cash journal at the end of the previous month, is 
carried forward to the head of the bank deposits column for the cur- 
rent month, making it possible to ascertain at all times the available 
amount of money in the bank by deducting the footing of the with- 
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drawals column from the footing of the bank deposits column. The 
balance thus forwarded must be deducted from the total of the 
column before posting is made to the general ledger at the end of the 
month. 

General ledger.—This column is used for all items to be posted to the 
debit of the accounts in the general ledger, and for which no special 
columns have been provided. Posting should be made in detail from 
the column to the proper accounts in the general ledger. 

Ginning ledger (accounts receivable).—In the ginning ledger column 
are entered all charges for ginning as they are recorded in the ginning 
register and all charges for sales of material on account. All detail 
postings are made from the register to the ginning ledger and only 
the total charges are posted once a month or at the end of the season 
into the accounts receivable control account on the general ledger. 

Notes payable.—In this column are entered payments on written 
obligations, such as notes, mortgages, drafts, etc. 

Bagging and ties purchases.—In this column are entered amounts 
paid for all purchases of bagging and ties which are to be used in 
the ginning operations. 

Cotton seed purchased.—In this column are entered all amounts paid 
for cotton seed purchased. 

Operating expense columns.—In these columns are entered pay- 
ments for the various charges indicated by the column caption. 

Other columns are operated in a similar manner to those which 
have been mentioned. 

CREDIT COLUMNS. 


Cash.—The cash column carries all items of cash of whatever 
nature which are disbursed by the organization, either for petty 
expenditures or to be deposited in the bank. It should be a strict 
rule that all cash receipts are to be deposited in the bank when it is 
possible to do so. It is sometimes found inexpedient to adhere to 
this rule, and for that reason a cash column on the credit side of the 
journal has been provided. Where a petty cash fund is in use, the 
credit cash column need not be used. 

General and ginning ledgers.—These columns serve the same pur- 
poses on the credit side as were explained on the debit side, the 
postings in this instance being made to the credit side of the ledger 
accounts. 

Notes payable.—In this column are entered loans and renewals 
for which written obligations have been given. 

Cottonseed sales, custom ginning income.—The entries into these 
and other columns not specifically mentioned are items which fall 
under the respective captions, and are similar 1 in operations to those 
described. 

Blank columns are provided for accounts having frequent entries. 

55231°—21—Bull. 985——3 
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THE GENERAL LEDGER. 


The general ledger is the book of accounts and is the most important 
book for the use of the manager when seeking information. In it 
should be found all accounts which relate to the financial side of the 
business. From these accounts it should be possible to obtain all 
financial information desired, without reference to the records in 
which the entries are first made. 

No form is shown for this book, inasmuch as a stock form which 
wil be entirely satisfactory and less expensive can be found at most 
stationery stores. A loose-leaf ledger will be found much more 
satisfactory, and, in the end, cheaper than the old-fashioned bound 
book. 


OFFICE EQUIPMENT. 


It is of great importance to have proper office equipment. Nothing 
discredits a business establishment more quickly in the eyes of the 
public than slovenly appearance of the premises, and particularly 
an office littered with all kinds of rubbish and devoid of every con- 
venience and comfort. 

It should be emphasized that no great amount of money is required 
to keep the litter off the desk and counters and the cobwebs off the 
shelves. Many valuable conveniences can be improvised by the 
progressive bookkeeper and manager, and a duster costs practically 
nothing. 

The first step in organizing any office, simple or complex, is to 
get things off the desks and counters completely, at least once a day. 
This means filing; it means keeping only things that are useful— 
papers, documents, books; it means continually applying the old 
adage, ‘‘A place for everything and everything in its place.” 

Failure to file and index papers and material which are frequently 
referred to causes an enormous waste of time.. Such failure, generally, 
is due not to ignorance of proper method, but to a lack of the appli- 
cation of common sense. Anyone can use a dictionary or a telephone 
directory. There are no better models of good indexing. If drawers 
become numerous, number them and index the contents, thus saving 
the time and annoyance of frequent hunting for misplaced things. 


FILING. 


This investigation showed that there is great laxity in handling the 
papers in the average ginnery. It is, therefore, suggested that 
wherever practicable a suitable vertical file be provided. Where the 
volume of papers is considerable, the numerical file will be found 
convenient and a suitable card index should be used to locate the 
individual files. In filing vouchers, or any evidence of cash payment, 
it is suggested that the vouchers be numbered the same as the checks, 
and that all papers pega to each payment be filed with the 
canceled check. 


APPENDIX. 
[How to keep the necessary accounts, close the books at the end of the year, prepare the annual reports, etc.. 
LEDGER ACCOUNTS TO USE. 


No matter what forms are used in recording the transactions, unless 


‘the financial facts are recorded in a uniform manner, under uniform 


account-captions, a uniform system of accounting can not be said to 
exist. The use of a uniform system of accounting and reporting by 
the ginning industry as a whole makes possible the exchange of data 
regarding business operations which is of great value as a guide to 
efficient operation. Furthermore, the attitudes of banks toward the 
extension of credit is influenced by the clarity of the reports sub- 
mitted in support of an application for a loan, and by the ease with 
which the financial condition and progress of the organization can be 
ascertained from such reports. It is with the aim of assisting in this 
highly important work of unification that a classification of general 
ledger accounts is presented herein. 

On pages 21 to 35, following, is described the detail operation of the 
Seas ledger accounts which it is believed will be found desirable 

or use in the average cotton ginnery. Some organizations will not 
need all of these accounts, while others will wish to have additional 
ones to show certain special features of their operations. 

The accounts hereinafter described are so arranged that a monthly 
income and expense statement can be prepared with a minimum of 
work and without closing the books. The combination of letter and 
number shown at the right of the account title should be used as the 
number (page) of the account in the ledger. This plan of numbering 
permits the insertion of additional accounts without disturbing the 
relative position of those already in use. The plan is a decided aid 
to the preparation of monthly and annual statements. In the dis- 
cussion of ledger accounts the term “fiscal period’? means the financial 
or other operating period as distinguished from the calendar periods; 
the term “at the opening of the books’’ means the time of installation 
of a new system of accounts. 


OPENING THE BOOKS. 


In order to open the accounts, it is necessary to take a physical 
inventory of all assets and to take into consideration all liabilities of 
the concern. These should be arranged in the form known as a 
balance sheet, with assets on the left and liabilities on the right. 
(See illustration on page 4.) The difference between the total 
assets and total ROD will represent the net worth, either as 
capital stock, surplus, or deficit. These accounts are described at 
length under their respective captions.. The assets should be arranged 
in the order of their probable cash realization and the liabilities in the 
order of their pfohainte priority as to liquidation. . 

The items appearing in the balance sheet should then be entered in 
the cash journal, the amount of each item being posted from the cash 
journal to the proper ledger account. As succeeding transactions are 
classified, entered in the journal, and posted to the proper ledger 
accounts, the ledger will contain a summary of the financial facts 


19 


20 BULLETIN 985, U. S. DEPARTMENT OF AGRICULTURE. 


of the business, aes ed under their proper designation, each sum- 
mary being known in bookkeeping as an account. 


CHART OF LEDGER ACCOUNTS FOR COTTON GINNERIES. 


Balance Sheet Accounts (Nos. A to I, inclusive). 


ASSETS. 5 
A. Current assets: . Page. 
Al. Cash on hand..........- PU BT BOS e? O18 oe et ae 21 
A. Cashim hanks iitieseg. io igdage IGN Sean ess 2 21 
Ada Notes recetvables ciate te bee ote yet eee eee ee 21 
A4. Accounts receivable control (ginning ledger).........--......-...- 22 
BV er PIGVENUOLY aioe ade acre os ge toni Cane ose ayn BL SL ee Se ee 22 
B. Fixed assets: 
ede cham desi stad. ts et ie ete ae) OB are Oo ee ese eee 22 
B2G, Baldings. 9s. gatos 2 is ae BR Ug eee: ee Seep ee eae 23 
Bo. Machinery: and equrpment._“e 72e. ae ee fg ee 23 
B4"Othee furniture and equipment... cae sce fe oe ae ae 24 
D. Accounts paid in advance: $ 
Di. Prepaid insurance. .vis22) £08. 24.2.4: 2a ak PGE OER COC oe 24 


LIABILITIES, RESERVES, AND NET WORTH. 
F. Current liabilities: 


DL: Notes payable. 2. Ss. Aft Stk. SORE CNT Lhe jt Se Saw eee ee ae 25 

Re; Accounts payables: fei ziiidil ete ee Bae ee ee ee 25 

3... Dividends payable. -o034. .. see. grees cee es Saito ing 6H Eee 25 
G. Accrued liabilities: ) 

Ger Pa y-TOtVaeeC Outs. eee aes aes eee ope a ee ees See ee 26 

G2. -Accrucdstaxes and] rentcd oi. 2k A ES ORES So etd, MD Ae 26 
H. Reserves: 

FHt.. Depreciation, buildings: -2 os! :ed)o5- 4¢eSee adsl is (Se eS ee Ee 27 

H2. Depreciation, machinery and equipment..........-..-.---.-----.-- 27 

FPS.” Depreciation, OMICe Eq ULNMON Geo ace, gs on ee et 27 

Fe UGe bttubaeccounts ye 4. Vial OE iad BE Ret ES Sa) ae et Serre ae 28 
I. Net worth: 

11: Capital stockui tine .s2cn: ose lea rtiabe: -tosseahiteeeee: See 28 

PAC SUR plussie: EF agent, Sc SA UR ee) BD AIS Oe ae ee ee ee eee 29 

ES ROSS and pains 32 8 ce. oD ee whe he oe ene oe ee 30 


Income and expense accounts (Nos. A to P, inclusive). 


K. Ginning income: 


Kl. Custom ginning income...) ceclogne- oti as 28 Loete-geet eee 30 
L. Trading income: 
4: Cottonseed salege: tuoi 220 ee eS es SE eee 31 
E2. Cotton sales. 20.5 2 ao) 6s eg he ee 31 
LS: Baspine and ties saless: Ps 2 Pek RIPE ee ee ee ee 31 
M. Miscellaneous income: 
Mt GCashidiscouitt 2 34ee Gat! 2h 2h ee. figs Bs Ue} OG Sees! 31 
N. Ginning expense, operating: 
7) INI. Salanes and labor expense... c<o-¢ 354 eae oe oe ee 32 
N27 Power CXpense cece 3. Sa oes te ee th See 32 
INS TRE pairs ee oe ee ee er ee ee ee en ae ee a 
N4. Depreciation.........-...-..- suede. oA FSR. 2 > LOR ae 32 
N53 |Qperating suppltes.2 i. Jcccacesaee Liege: eee b ee ee tp ee 33 
NE. Insurance: -...4s-sasecei- 2 LaodT) ie a Se es a eee 33 
O. Administrative expense: 
OL. -Ofieesuppies* en tl) SS Ee See eee eee 2S pean hes 2 33 
O02. Telegrap ie telephone} ‘and: postage! !)7 22 9 Ed DS 33 
O3. Rent: .--. 22222. sedseBisael ot pe eee? Se Se Oise Sia 33 
O4. Tame 2g 8 5. 84 Ue FSs gi le Ae ee pie ta 34 
©15.. Loss Front. bad 2eCOUntsss. sce rc Se eee a See hee BAe 34 
Ge: Miscellaneous expense. 2? MS022 2 ee ere ee 34 
P. Trading accounts: 
Pil. .Seed-cotton: purchaseszis:. . sce -. lente. 2G. grate tee eee 34 
P2., Cottonseed. purchases.....2-< 005+ o sss eetyssia- 44 ge: go ee 35 
P3;"O@aon purchases: 2s. 0/2255. 222. OE Rae ee 35 


PAC Basmane and ties purchases....2..5-. $¢.6.- 555645 -/25eeeee ds sua 35 
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OPERATION OF LEDGER ACCOUNTS. 


A. CURRENT ASSETS. 
CASH ON HAND (A1). 


Debit: 

1. With the total of undeposited checks 
and: cash on hand in the office as 
shown by the balance sheet at the 
time of opening the books. 

2. With the total cash received during 
the current period. 


Credit: 

1. With the total-cash receipts depos- 
ited in bank (at this time, debit 
cash in bank account). 

2. With the total cash disbursed direct 
from the office during the current 
period. 


The original amounts which are finaliy entered in this account are found in the 
cash receipts book (Form 4), the totals of which are recorded daily in the cash journal 
(Form 5) where the amounts are distributed to the proper columns. 


CASH IN BANK (A2). 


Debit: 

1. With the balance in the bank as 
shown by the balance sheet at the 
time of opening the books. 

2. With the total of all deposits during 
the period. 

3. With interest credited by the bank. 


Credit: 

1. With the amount of overdraft as 
shown by the balance sheet at the 
time of opening the books. 

2. With the total of all amounts dis- 
bursed by check during the 
period. 

3. With interest charged by the bank 
on overdrait. 


This account will appear in the ledger under the name of the bank and should be 
debited with the amount of cash on deposit at the beginning of the period. This 
balance is determined by taking the balance rendered by the bank and deducting 
therefrom the total of all outstanding on uncanceled checks. Normally the balance 
shown by the bank will be in excess of that shown by the records of the organization. 

Debits and credits to this account for interest receipts and payments and exchange 
charges will arise from debit and credit memoranda submitted by the bank at the 
time of rendering its statement. 


NOTES RECEIVABLE (A3). 


Debit: 

1. With the face value of notes of others 
on hand as shown by the balance 
sheet at the time of opening the 
books. 

2. With the face value of the notes 
received during the period. 


Credit: 

1. With amounts paid on notes by their 
makers, settlements made in any 
other manner or amounts charged 
to reserve for doubtful accounts 
as uncollectible. 


It is sometimes the practice to allow customers to make settlement of their accounts 
with a note. In such instances the face value of the note should be charged to this 
account and credited to the customer’s account in the ginning (accounts receivable) 
ledger. If these notes are discounted at the bank before maturity this account would 
be credited with the face value of the note, charge being made to the bank for the 
proceeds, and to miscellaneous expense for the discount. 
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ACCOUNTS RECEIVABLE ConTROI (A4). 


Debit: 


1. With the total charged to individual | 
accounts as shown by the balance | 


sheet at the time of opening the 
books. 


2. With the monthly totals of the charge | 


sales as shown by the debit gin- 
ning ledger column in the cash 
journal. 


| Gredit- 

1. With the monthly totals of collec- 
tions on account, as shown by the 
credit ginning ledger column in 
the cash journal. 

2. With any other credits to customer’s 
accounts, including the writing off 
of uncollectible accounts. (See 
Reserve for bad debts.) 


The debit balance of this account must equal the net total of the balances of cus- 


tomer’s accounts as shown by a summary oi the ginning ledger. 
The postings to this account are the monthly totals of the ginning ledger columns 


in the cash journal. 


INVENTORY (A5). 


Debit: 

1. With cost value of all salable mer- 
chandise and operating supplies on 
hand as shown by the balance 
sheet at the time of opening the 
books. 

2. At the close of each fiscal period with 
the cost value of all salable mer- 
chandise and operating supplies 
on hand as perinventory. (Credit 
the various purchase accounts.) 


| Saat 

. At the beginning of each fiscal period 
with the cost value of all salable 
merchandise and operating sup- 
plieson hand. (Debit the various 
purchase accounts.) 


The balance of this account will represent the value of salable merchandise and 


operating supplies on hand at the end of 
of inventory on page 37.) 


the previous fiscal period. (See discussion 


B. FIXED ASSETS. 
LAND (BI). 


Debit: 


Credit: 


1. With the cost of the land owned as 1. With the cost of any land sold. 
shown by the balance sheet at the | 
time of opening the books. | 

2. With any subsequent purchases oi | 
land. 

3. With the cost of any permanent | 
improvement, such as sewers, 
water, mains, etc. 


If any land is sold at a price in excess of its cost, such excess should be credited to 
surplus. : 


- oe ee ee ee ee 
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BUILDINGS (B2). 


' 


Debit: 

1. With the cost of the buildings as 
shown by the balance sheet at the 
time of opening the books. 

_2. With the cost of all new construc- 
tions. 

3. With the cost of all additions or 
alterations when such cost in- 
creases the utility. 

4. With the cost of replacements in 
excess of the cost of the part re- 
placed. 


See Reserve for depreciation on buildings. 


Credit: 

1. With the total cost of any buildings 
sold. 

2. With the cost of parts of buildings 
destroyed or replaced. (Debit 
Reserve for depreciation on build- 
ings. ) 


As the land and buildings are frequently purchased at the same time, the purchase 


price will include both assets. 


Care must be exercised that a proper division of these 


assets is made, as depreciation is to be figured only upon the buildings. 


MACHINERY AND EQUIPMENT (B3). 


Debit: 

1. With the original cost of the ma- 
chinery and equipment as shown 
by the balance sheet at the time 
of opening the books. 

2. With the cost of subsequent pur- 

chases of machinery and equip- 
ment including freight or express 
on same, installation, etc. 

3. With the cost of alterations and im- 
provements increasing the efli- 
elency or the capacity of the 
plant. 


Credit: 

1. With the cost value of machinery o 
equipment sold, discarded, 
destroyed, at which time debit 
Cash account for the amount 
realized, if any, and debit Re- 
serve for depreciation on ma- 
chinery and equipment for the 
difference between the cost value 
and the amount realized. 


The balance of this account represents the cost of machinery and equipment in use. 
This account should be charged with the costs of all items of machinery and equip- 
ment which, under ordinary circumstances, will last three years or more, such as 


engines, boilers, motors, etc. 


When any article which has been charged to this account 


is to be replaced the asset account should be credited with the cost value. placed on 


this item at the time of opening the books or at the time of purchase. 


Example: A 


piece of machinery costing $100 was replaced by a new one costing $150, cash Pcs 
paid for the new article, the following journal entry would be made: 


Debit. 


Credit. 


$100 Reserve for depreciation on machinery and equipment. 


Machinery and equipment. . 


By cuales as ole aye) ora ee cya a $100 


(For discarded machine corns $100.) 


150 Machinery and equipment. 


Bank account -“e .. == 22. 


(For purchase of new machine.) 


To the invoice value of any machinery purchased should be added any expense 


incurred, such as freight or installation charged. 


In case the amount set aside as 


reserve for depreciation is not sufficient to cover the original cost of the item replaced, 
the loss sustained should be charged to an account specifically captioned. 
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Example: A boiler costing $150 was completely destroyed by an explosion. At 
the time the account ‘‘Reserve for depreciation on machinery and equipment” 
shows a credit balance of $100. It was necessary to pay $200 for a similar boiler. The 
following journal entries should be made: : 


Debit. Credit. 
$50 Reserve for depreciation on machinery and equipment. 
100 Loss, boiler explosion. 
Machineryrand-equipment | 250! 22 2a. 2-352 Seb G8 $150 
(For loss on machinery and equipment due to explosion.) 
200 Machinery and equipment. : 
Bank -aceouniaes2 5320S joe. Pie fea) ba 200 
(For purchase of new boiler.) 


In the above entries it should be carefully noted that the full amount set aside as a 
‘“Reserve for depreciation on machinery and equipment” has not been entirely 
exhausted by this loss, inasmuch as this fund is set aside to cover depreciation on all 
the machinery and equipment, and only the relative proportion applying to the 
boiler can be charged to the reserve account. 

The account ‘‘ Loss, boiler explosion” should be periodically reduced by the follow- 
ing entry: 


Debit. Credit. 
$10 Expense, boiler explosion. 
Loss, poder explesion=. 3.) ..5 s— 2bo sate aes ees $10 
(For periodical charge to amortize loss due to explosion.) 


The acccunt ‘‘Expense, boiler explosion’’ should be carried to Profit and loss 
account at the close of the fiscal year. 


OFFICE FURNITURE AND EQUIPMENT (B4). 


Debit. Credit: 
1. With the original cost of office furni- 1. With the cost of any item sold, dis- 
ture and equipment as shown by carded, or destroyed. (See credit 
the balance sheet at the time of under Machinery and equipment.) 


opening the books. 

2. With the cost of additional equip- 
ment purchased. including trans- 
portation, installation, etc. 


This account should include such articles as desks, filing cases, adding machines, 
typewriters, ledger, journal binders, etc. In other words, those articles which should 
last for an indefinite period of time. 


D. ACCOUNTS PAID IN ADVANCE. 


PREPAID INSURANCE (D1). 


Debit: Credit: 

1. With the amount of unexpired in- 1. At the close ofa fiscal period with the 
surance premiums as shown by the insurance premiums expired dur- 
balance sheet at the time of open- the period. (Debit Insurance ex- 
ing the books. pense. ) 

2. With insurance premiums paid. 2. With refunds on canceled policies. 


(Credit Bank account.) 


The debit balance of this account is an asset and should be shown on the balance 
sheet. 
Usually policies run for a year or more and are paid forin advance. This payment 
is charged to the ‘‘ Prepaid insurance’’ account and represents an asset value. -This 
amount is reduced periodically by a charge to ‘‘ Insurance expense,’’ the credit 
being carried to the ‘‘ Prepaid insurance’’ account. 


Vee ve 
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F. CURRENT LIABILITIES. 


Notes PAYABLE (F1). 


Debit: Credit: 
1. With amounts paid on outstanding 1. With the balance of outstanding 
notes. notes as shown by the halance 
2. With the unpaid portion of old notes sheet at the time of opening the 
canceled by renewal. books. 


2. With all new notes issued, including 
renewals of old notes. 


Should a note be renewed, thus in effect giving a new note for the old note, debit 
this account for the face value of the old note, and credit the account with the amount 
of the new note. 

A careful record should be maintained of all notes given, showing date issued, to 
whom, due date, and rate of interest. 


ACCOUNTS PAYABLE (F2). 


Debit: Credit: 
1. With payments on account, 1. With amounts due creditors on open 
2. With purchased goods returned for accounts at the time of opening 
credit. the books as shown by the balance 
3. With allowances and refunds on sheet. 
purchases. 2. With the invoice value of merchan- 


dise purchased on credit. 


When the invoice has been credited to accounts payable the check given in bee 
ment of same must be charged to accounts payable. As the canceled check is 
sufficient receipt, it is suggested that invoices be stamped ‘‘Paid ...... M2 rad 
filed alphabetically for future reference. 

A method much to be preferred to that just described, especially for the larger 


organizations, is the use of a voucher payable register, description of which may ‘be 
_ found in most books on accounting. 


Care must be exercised when entering checks to ascertain whether they should be 
charged to accounts payable when coods are purchased on credit, or to an inventory 
or expense account when goods are purchased for cash. 

Separate accounts should be opened for firms with which a credit business is con- 
ducted currently. 

It is not the intention to carry individual ledger accounts with all the various 
creditors because in many cases only a single purchase will be made from one concern 
and practically all invoices will be paid during the period. 


DIVIDENDS PAYABLE (F93). 


Debit: Credit: 
1. At the time of payment with the 1. At the close of the period with the 
total of checks paid to the stock- annual dividend payable to the 
holders as dividends. stockholders. (Debit Surplus ac- 


count). 
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G. ACCRUED LIABILITIES. 
PAY-ROLL ACCOUNT (G1). 


Debit: 
1. With all amounts paid to employees 
for services, including advances 
made in cash. 


Credit: 


1. With the amount of unpaid labor as 
' shown by the balance sheet at the 
time of opening the books. 

2. With the amount of the pay roll, as 
shown by the time sheet at the 
close of the period. (Debit Sala- 
ries and labor). 


It is necessary to include all employees on the pay roll, regardless of the depart- 


ment in which employed. 


The following journal entry will serve to illustrate the 


operation of this account and would be made at the end of each period. Example: 
The entire pay roll is $400 and $20 had been advanced during the period: 


JOURNAL ENTRIES. 


Debit. 
$135.00 Factory labor. 
265.00 Office labor. 


Credit. 


(For periodical pay roll.) 


380.00 Pay roll. 


Inasmuch as the $20 has been charged to the Pay-roll account at the time the ad- 
vance was made, it is evident that the credit of $3880 to the bank account will close 


the Pay-roll account. 


Occasionally an employee may desire an advance on his labor account in which 


case Pay-roll account should be debited for the amount advanced. 


It is not con- 


sidered advisable to carry ledger accounts with employees because of cash advances, 
but very careful note should be made of such advances to prevent duplicating the 


payment. 


Should an employee purchase merchandise, such sales should be charged to his 


personal account. 


At the end of the period, or whenever the pay roll is made up, 


a check should be drawn in favor of the employee for the full amount of his wages. 
The employee should then settle his account in the regular way. By following this 
procedure the records will reflect clearly the transactions involved. 

The following journal entry will illustrate this procedure: 


Debit. 
$8.50 John Jones. 


Merchandise sales. ._. 


Credit. 


Siem a at Re Ml oh teat So eo a $8. 50 


(For sale of merchandise to John Jones, employee.) 


John Jones would then receive his entire wages and would settle for his account by 


the following transactions: 


Debit. Credit. - 
$8.50 Cash. 
Fohmi SOMES eee ys Ce ek LO Re ee Ee $8. 50 
(For payment of John Jones account. ) 
ACCRUED TAXES AND RENT (G2). 
Debit: Credit: 


1. At the beginning of the fiscal period 
with the credit balance. (Credit 
Taxes, account O04, and rent, ac- 
count 03.) 


1. With the amount of accrued rent and 
taxes as-shown by the balance 
sheet at the time of opening the 
books. 

2. With the amount of accrued rent and 
taxes at the end of the fiscal peri- 
od. (Debit corresponding ex- 
pense account.) 


This account should be entered only State and local taxes and rents. Income taxes 
must not be charged here, but should be charged to surplus. 


Se ee ae ee 
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H. RESERVES. 


RESERVE FOR DEPRECIATION, BUILDINGS (H1). 


a i 
Debit: | Credit: 


1. With the cost or book value of entire 1. With the amount reserved as ac- 
buildings or parts of buildings dis- cumulated depreciation on build- 
earded or destroyed. (Credit ings as shown by the balance sheet 
Buildings. ) at the time of opening the books. 


2. At the end of the fiscal period with 
the estimated amount of depreci- 
ation. (Debit Depreciation of 
plant.) 

| 


Where an entire roof, floor, or other part of a building is renewed, the original cost 
of the renewed part should be charged to this account, and the cost of the renewal 
to the Buildings account. Fireproof buildings of modern construction should be 
depreciated from 1 to 2 per cent annually and frame structure from 3 to 5 per cent. 


RESERVE FOR DEPRECIATION, MACHINERY AND EQUIPMENT (H2). 


Debit: | Credit: 


1. With the cost or book value of ma- 1. With the amount reserved as ac- 
chinery or equipment destroyed or cumulated depreciation on ma- 
discarded. (Credit Machinery and |) chinery and equipment as shown 
equipment. ) by the balance sheet at the time of 

2. With the difference between the cost opening the books. 
value and amount realized from 2. With the estimated amount of de- 
items sold. (Credit Machinery preciation at the end of the fiscal 
and equipment. ) period. (Debit Depreciation on 

plant.) 


3. With any amounts realized on sales 
of machinery and equipment 
which have previously been 
charged to this account. 


Owing to the conditions existing in some types of plants, because of the peculiar 
nature of the work involved, the wear and tear of machinery and equipment is exces- 
sive. Special consideration should be given to these plant conditions in order that 
adequate reserves for depreciation may be provided. Further discussion will be 


; found under ‘‘Machinery and equipment.”’ 


RESERVE FOR DEPRECIATION, OrricE FURNITURE, AND EQUIPMENT (H3). 


Debit: Credit: 

1. With the cost or book value of items 1. With the amount reserved as ac- 
destroyed or discarded. (Credit Of- cumulated depreciation on Furni- 
fice furniture and equipment.) ture and equipment as shown by 

2. With the difference between cost and the balance sheet at the time of 
amount realized from items sold. opening the books. 

(Credit Office furniture and equip- 2. With the estimated amount of de- 

ment. ) preciation at the close of the fiscal 
period. (Debit Depreciation on 
plant.) 


3. With any amounts realized on sales 
of items which have previously 
been charged to this account. 
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RESERVE FOR DOUBTFUL ACCOUNTS (H4). 


Debit: | Credit: 


1. With the amount of outstanding | 1. With the amount reserved as accu- 
accounts found to be uncollect- | mulated losses not charged off as 
ible. (Credit accounts receiv- | shown by the balance sheet at 
able.) . the time of opening the books. 


2. With an amount estimated to cover 
the probable losses due to uncol- 
lectible accounts during the fiscal 
period. (Debit loss from bad 
accounts. ) 


Any collections made on accounts which have previously been charged off as worth- 
less should be credited to this account. 


I. NET WORTH. 


CAPITAL STOcK (11). 


Debit: Credit: 
1. With the par value of shares retired 1. With the par value of all shares is- 
or canceled. sued as shown by the balance 
sheet at the time of opening the 
books. 


2. With the par value of all shares 
sold subsequently. 


The capital stock of a corporation is divided into shares, each share usually having a 
designated par value. Theseshares may be transferred from one individual to another 
without affecting the capital of the corporation. The ownership of a share of capital 
stock is evidenced by a stock certificate. 

In organizing a corporation, a subscription list should first be prepared, the signers 
of which by law bind themselves to purchase the number of shares subscribed. No 
certificate of stock should be delivered to a stockholder until his subscription has been 
fully paid. Until such payment is madea temporary certificate may be given to the 
subscriber to be exchanged for the regular stock certificate on completion oi payment. 

When a subscription list has been prepared and the corporation formed on this basis, 
it is often provided that the subscription may be paid ininstallments. Itis not desir- 
able to credit these partial payments direct to the capital stock account. In view 
of this, when the subscription list has been completed an entry should be made debit- 
ing ‘‘Subscription account” and crediting ‘‘Capital stock”’ account for the amount sub- 
scribed. When payments of the subscription are made, either by cash or note, in — 
full or in part, these payments should be credited to ‘‘Subscription account” and not 
to ‘‘Capital stock” account. The following entries will illustrate: 


Debit. 5) © Credit. 
$10,000.00 Subscription account. 
Caprialastockt ... ... 8). Sinaia be baa $10, 000. 00 
For subscriptions shown on subscription list No. 1. 
Debit. Credit. 


$4,000.00 Cash. 
1,000.00 Notes receivable. ; 
Subsch pivenaccount.)- oof esr eS eee $5, 000. 00 
50 per cent payment of the following subscriptions: 
(List those making payment.) 
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In case the entire capital stock is paid at one time, the following method might be 
used. 
Entries to illustrate issue of capital stock and payment thereof: 


Debit. Credit. 
$8, 000.00 Cash. 
2,000.00 Notes receivable. 
Gapprte bsho cle re ys teaches on oa $10, 000. 00 
Representing payment of capital stock issued to the following: 


It sometimes happens that shares of stock are acquired or sold for more or less than 
the par value, and in such cases the premium or discount should be charged or credited 
as the case may be to ‘‘ Premium and discount on capital stock” account. 

For example, if a going concern desires to sell additional shares, the shares being 
above par in value, an entry should be made as follows: 


Debit. Credit. 
$105.00 Cash. © 
Wa pihalistoclesya aie) MMe ues Cay Gi $100. 00 
Premium and discount on capital stock..... 5. 00 
For sale of one share of stock at $5 premium.) 


Likewise, if shares were sold at a discount, there would be a debit to premium and 
discount on capital stock. 

The balance in this account is sometimes written off by periodical charges to the 
surplus account. If preferred, the entry may be made direct to surplus instead of 
opening the account premium and discount on capital stock. 

“ It occasionally happens that capital stock is offered for sale and is purchased by 
the organization, to be held for resale at some future date. While this may seem to 
be in the nature of a retirement of the capital stocks so purchased, and as such should 
be charged to the capital stock account, accountants generally have preferred to treat 
this transaction differently, and charge a purchase made in this manner to an account 
called ‘‘Treasury:stock.”’ In case the purchase was made at par, the entry should be: 


Debit. Credit. 
$100.00 ‘Treasury stock. 

GFZ SI TAS agua ge" SIMARD SN ai a i i ta dt $100. 00 

(For purchase of one share of stock from Chas. Brown.) 


When treasury stock is sold, the total amount received from such sale should be 
credited to the treasury stock account. 
It should be remembered, however, that it is not incorrect to charge par value of 
the stock thus purchased to capital stock, but it is not recommended. 

In case the organization is not a corporation, but a partnership, sole ownership, or 
association, the capital stock account would be replaced by accounts indicating the 


ownership, or membership. 
SURPLUS (12). 


| 
Debit: Credit: 
1. With the amount of dividends de- 1. With the amount of surplus as 


clared by the board of directors. shown by the balance sheet at 

(Credit Dividend account. ) the time of opening the books. 
With any net loss at the end of a 2. With the amount of net gain at the 

fiscal period as shown by a debit end of each fiscal period, asshown 

balance of the Loss and gain ac- | - by a credit balance of the Loss 

count. (Credit Loss and gain.) gain account. (Debit Loss and 
With adjustments decreasing the gain.) 

profits of a previous fiscal period.' | 3. With adjustments increasing the 
With the amount of income and profits of a previous period.! 


excess-profits taxes paid. 
With any appropriation of surplus 
made by the directors. 


In case the liabilities and outstanding capital stock exceed the total assets at the time 

_ of opening the books, the entry to this account will bea debit and will indicate a deficit. — 

ie The same will be true if, atany future time, this account has a debit balance. 
permanent as) es ee ey Boy, 


} Errors and omissions are often found which apply to a previous fiscal period. Adjustment of such items 
_ Will be made through the Surplus account as pied R P 
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When the opening balance sheet shows the liabilities, capital stock, and accumulated 
reserves to be in excess of the total assets, including good will, the surplus account will 
show a debit balance. When thisis the case, it is evident that there has been a loss 
due to operation which in reality amounts to an impairment of capital. Theamount of 
such debit balance should be debited to an account captioned ‘‘Deficit.’’ At the close 
of each following fiscal year the Loss and gain account should be closed into this account 
until the deficit is written off. 

The Deficit account is in reality the debit side of the Surplus account, but should be 
carried under a distinctive caption. For example, if there is no surplus and a loss is 
sustained during the year, the loss shown by the debit balance of the Loss and gain 
account is an impairment of the capital and should be carried to the deficit account by 
the following journal entry: 


Debit. Credit. 
$1,500.00 Deficit. 
TS OSS) UIUC ie TINS oe she ai ee es dN Nae eae $1, 500. 00 
(To close Loss and gain into Deficit account.) 


If the company makes a net profit of $2,000 during the succeeding year, the journal 
entry will be as follows: 


Debit. Credit. 
$2,000.00 Loss and gain. 
DERE. Ze Bee EA ee QUIENES" PLR AN aSEIS AAR $1, 500. 00 
UP plus OA aes A Raa Nad Mar Sea Raat eae ~ 600. 00 


(To close the Deficit and Loss and gain account.) 


Loss AND GAIN (13). 


Debit: Credit: 

1. At the end of the fiscal year with 1. With the credit balances of ail in- 
any debit balances of income ac- come accounts at the close of the 
counts (showing losses) and with fiscal period.!. (Debit Income ac- 
the debit balances of the Expense _ counts.) 
accounts.2, (At this time credit 2. With the amount charged to gin- 
such accounts. ) ning seed-cotton purchases as cost 

of ginning such cotton. (See ac- 
count Pla.) 


ne eel 


At the end of the fiscal period, if the credits to this account exceed the debits, a net 
gain is shown; but if the debits exceed the credits a net loss has resulted from the 
year’s operations. This account will be closed by a debit or credit, as the case may 
be, to Surplus account. 

K. GINNING INCOME. 


CUSTOM GINNING INCOME (K1). 


Debit: ; Credit: : 
1. With the credit balance at the end 1. With the total of the ‘“‘Ginning 
of the current period. (Credit charges” during the period. 
Loss and gain.) | 


This account shows the earning from the ginning of cotton for patrons, usually 
called custom ginning. 


1 See accounts under Income accounts in the classification. 
3 See accounts under Expense accounts in the classification. 


f 


Debit: 
1. With the sale value of any cotton- 


sold, but which has been subse- 
quently returned. 

2. With the credit balance at the end 
of the fiscal period. (Credit Loss 
and gain.) 


Debit: 

1. With the sale value of any cotton 
which has been recorded as sold 
but which has been subsequently 
returned. 

2. With the credit balance at the end of 
the fiscal period. (Credit Loss 
and gain.) 
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seed which has been recorded as | 


Debit: 

1. With the sale value of any goods 
which have been recorded as sold, 
but which have been subsequently 
returned. 

2. With the credit balance at the end of 
the fiscal period. (Credit Loss 
and gain.) | 


Debit: 
With the credit balance at the close of 
the fiscal year. (Credit Loss and 
and gain.) 
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L. TRADING INCOME. 


COTTONSEED SALES (L1). 


Credit: 
1. With the sale value of all cottonseed 
sold. (Debit Accounts receivable 
or Cash accounts. ) 


The sale of all cottonseed must be credited to this account. 


COTTON SALES (L2). 


Credit: 
1. With the sale value of all cotton sold. 
(Debit Accounts receivable or 
Cash account. ) 


The sale of all ginned cotton must be credited to this account in order that the true 
relation existing between the trading and ginning operation may be determined. 


BAGGING AND Ties SALES (L38). 


Credit: 

1. With the value of bagging and ties 
used in ginning operations and 
charged to customers as a part of 
the charge made for ginning. 

2. With the sale value of bagging and 
ties used in ginning purchased 
seed cotton. 

3. With the sale value of any bagging 
and ties sold direct and not con- 
sumed in the ginning process. 


All bagging and ties used in any of the ginning operations, or sold to outsiders must 
be accounted for by a credit to this account. 
between the ginning and trading operations be maintained. 
sary to establish such a relation, if the unit cost of ginning is to be ascertained, and 
the adequacy of the charge made for ginning to be determined. : 


In no other way can a proper relation 
It is absolutely neces- 


M. MISCELLANEOUS INCOME. 


CasH Discount (M1). 


Credit: 
With any income arising from cash dis- 
counts deducted from invoices paid. 


I i re a ee NN ee ae Se EE Pt, SY J A ERs 
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N. GINNING EXPENSE, OPERATING. 


SALARIES AND LABOR EXPENSE (N1). 


Debit: : | Credit: 


With the amount actually earned for With the debit balance at the close of 
the period by all factory employees the fiscal year. (Debit Loss and 
as shown by the time sheet. (Credit gain.) 


Pay roll account.) 


It will be noticed that this account is not charged with advances to employees not i} 


with the amount paid to employees, but with the amount actually earned during the 
period. All payments, of whatever nature, are charged to Pay roll account. (See 
p. 26.) 


POWER EXPENSE (N2). 


Debit: | Credit: 


1. With the cost of all material of every 1. With the debit balance at the end 
nature used as fuel in producing of the fiscal period. (Debit Loss 
power. and gain.) 


2. With the cost of electricity used for 
- light or power. 
3. With the cost of water used in mak- 
ing steam power. 


All expenditures except for labor and for repairs to boilers, which are made directly 
with the aim of producing power, must be charged to this account. 


REPAIRS (N83). 


Debit: | Credit: 

1. With the cost of repairs and renew- | 1. With the debit balance at the close 
als which are necessary to main- | oi the fiscal period. (Debit Loss 
tain the efficiency of the plant but and gain.) 
which do not add to its original 
value. 


This account takes care of such items as a broken window pane or a new plank in the 
approach. Where an entire piece of equipment is replaced, the old piece should be 
charged to Reserve for depreciation and the new one charged to Machinery and equip- 
ment, Buildings, or Office furniture and equipment, as explained under those accounts. 


DEPRECIATION (N4). 


| 


Debit: | Credit: 

1. With the amounts reserved out of | 1. With the debit balance at the close 
the profits of each fiscal period to | of the fiscal period. (Debit Loss 
cover loss from wear, tear, and | and gain.) 
obsolescence of office furniture 
and equipment, machinery and 
equipment, and buildings. (Credit 
the corresponding reserve ac- 
counts. ) 


ee ee eee ee eee 
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OPERATING SUPPLIES (N5). 


Debit: 
1. With the cost of all supplies used in 
the current operation of the gin. 


Credit: 
1. With the debit balance at the close 
of the fiscal period. (Debit Loss 
and gain.) 


Operating supplies include such items as lubricating oils and greases, waste, etc., 
but do not include any item of repairs, or office supphes. 


INSURANCE (N6). 


Debit: 

1. At the close of the fiscal period with 
the insurance premiums expired 
during the period. (Credit Pre- 
paid insurance. ) 


Credit: 
1. With the debit balance at the close 
of the fiscal period. (Debit Loss 
and gain.) 


O. ADMINISTRATIVE EXPENSE. 


OFFICE SUPPLIES (O1). 


Debit: 
1. With all purchases of stationery, 
printing and supplies used in the 
office. 


Credit: 
1. With the debit balance at the end 
of the fiscal period. (Debit Loss 
and gain.) 


Should there be any considerable quantity of these supplies on hand at the end of 
the fiscal year, the value should be conservatively estimated and an entry made, 
charging an asset account captioned ‘‘Office supplies, inventory,’’ and crediting this 


account. 
advance. 


The asset should be shown on the balance sheet under accounts paid in 


TELEGRAPH, TELEPHONE, AND POSTAGE (O2). 


Debit: 
1. With all payments for these items. 


—— 


Credit: 
1. With the debit balance at the end 
of the fiscal period. (Debit Loss 
and gain.) 


RENT (08). 


Debit: 
1. With the actual payments made on 
account of rent. 
2. With accrued rent at the close of the 
fiscal period. (Credit Accrued 
rent and taxes.) 


— 


Credit: 

1. At the beginning of the fiscal period 
with the accrued rent at the close 
of the previous fiscal period. 
(Debit Accrued rent and taxes.) 

2. With the debit balance at the end 
of the fiscal period. (Debit Loss 
and gain.) 


No economic or theoretical rent should in any case be entered into this account. 
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TaxeEs (04), 
| 
Debit: | Credit: 
1. With the payments ofall taxes(ex- 1. At the beginning of the fiscal pe- 
cept income taxes). riod with the accrued taxes at 
2. With accrued taxes at the close of | - the close of the previous fiscal — 
the fiscal period. (Credit Ac- | period. (Debit Accrued rent 
crued rent and taxes.) | and taxes.) 


| 2. With the debit balance at the end | 
| of the fiscal period. (Debit Loss 
and gain.) 


It should be noted that income taxes must not be charged to this account, but to 
Surplus. 


Loss FrRoM Bap Accounts (05). 


Debit: _ Credit: 


1. With the amounts reserved out of | 1. With the debit balance at the close 
the profits to cover the probable | of the fiscal period. (Debit Loss 
loss from bad debts. (Credit Re- and gain.) 


serve for bad debits.) 


MISCELLANEOUS EXPENSE (06). 


Debit: |. Credit: 
1. With the cost of any items of ex- 1. With the debit balance at the close 
pense not chargeable to any | of the fiscal year. (Debit Loss 
other account. and gain.) 


To this account should be charged such expenses as donations to charitable organi- 
zations or any other expense that can not properly be charged to any oi the other 
accounts. 

P. TRADING ACCOUNTS. 


SEED-COTTON PURCHASES (P1). 


Debit: | Credit: 

1. With the value oi purchased seed | 1. With the value of the inventory of 
cotton on hand at the beginning | purchased seed cotton on hand at 
of the fiscal period. (Credit In. | the end oi the fiscal period., 
ventory, account No. AD.) me Inventory, account No. 

2. With the cost of any seed cotton | ) 
purchased. [eee With Ae debit balance at the close 

of the fiscal peried. (Debit Loss 
and gain.) 


To the cost of purchasing seed cotton must be added the cost of ginning and baling 
it, in order to learn its total cost. 


GINNING PURCHASED SEED COTTON (P14). 


Debit: Credit: 
1. With the cost of ginning purchased 1. With the debit balance at the end 
seed cotton. (Credit Loss and oi the fiscal period. (Debit Loss 
gain, account No. 13.) and gain.) 


2. With the cost of bagging and ties 
used in baling purchased seed 
cotton. (Credit Bagging and ties 
sales.) 


£ 
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Great care should be used that all charges incurred in ginning purchased seed cot- 
ton have been made in this account before it is closed into Loss and gain account. 
The cost of ginning seed cotton purchased must be charged to this account in order 
that the Income and expense statement may show the true results of the operations, 
including the handling of cotton. 

This is sometimes done by crediting an income account with the amount which 
would have been received had all cotton been ginned for customers. This practice 
is entirely incorrect and has little if any justification. It is, therefore, to be avoided 
in every case, and a more nearly correct method, as described below, should be used. 

To ascertain the cost of ginning seed-cotton purchases, the total of the items appear- 
ing on the Income and expense statement (see page 6) should be ascertained by 
filling i in these items from the ledger accounts (accounts N1 to O6, inclusive). This 
amount is then divided by the total number of bales handled (including the number 
ginned from seed-cotton purchases), thus arriving at the unit cost per bale. The 
unit cost thus obtained is now multiplied by the total number of bales of seed-cotton 


purchases ginned, de will give the cost of ginning purchased seed cotton. Illus- 
tration: 

Total number bales eee EE SOM RC Mpa AUN SPL aN Peta Wy et, WE ae a Op en 1, 000 
Total number bales einned (seedicottom purchased) ic 83.5 we ls ul ay 150 
Ler OUDL Gite TN Ofte 5-8) O Obst ae a ae aa eat Meee ly ess a aa MN eee lei $2, 950. 00 
Total ginning cost per bale (B29 OTE OOO VRE OT AGL ha DU ed $2. 95 
Cost ginning seed cotton purchased ($2. G5 SO UNAM mee mc ae Aes $442. 50 


Using the figure thus obtained, an entry is made as shown on page 38. 
The amount of this entry is then entered on the Income and expense statement and 
on the Cost and income analysis in the space provided. 


COTTONSEED PURCHASES (P2). 


Debit: 

1. With the value of sittonsedd on 
hand at the beginning of the fiscal 
period. (Credit Inventory, ac- 
count No. A5.) 

2. With the cost of all cottonseed pur- 
chased. 


Credit: 

1. With the value of the cottonseed 
on hand at the end of the fiscal 
period. (Debit Inventory, ac- 
count No. A5.) 

2. With the debit balance at the end of 
the fiscal period. (Debit Lossand 
gain.) 


CoTTON PURCHASES (P32). 


Debit: 

1. With the value of cotton on hand at 
the beginning of the fiscal period. 
ane Inventory, account No. 

5 

2. With the cost of any cotton pur- 

chased. 


Credit: 
1. With the value of the cotton on hand 
at the end of the fiscal period. 
(Debit Inventory, account No. 


A5.) 

2. With the debit balance at the end of 
the fiscal period. ‘(Debit Loss and 
gain.) 


BAGGING AND TIES PURCHASES (P4). 


Debit: 

1. With the value of bagging and ties 
on hand at the beginning of the 
fiscal period. (Credit Inventory, 
account No. A5.) 

2. With all purchases of bagging and 
ties, including freight and dray- 
age on same. 


. 


Credit: 

1. With the value of the bagging and 
ties on hand at the end of the 
fiscal period. (Debit Inventory, 
account No. A5.) 

2. With the debit balance at the end 
of the fiscal period. (Debit Loss 
and gain.) 


THE TRIAL BALANCE. 


From the discussion of the journal and the ledger in the preceding 
entries and also on pages 16 and 18, it will be noted that all entries 


made in the ledger originated in the journal. 


Two points, therefore, 


~ 
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must be kept constantly in mind, namely: (1) No entries are to be 
made direct to the ledger, but must be posted from original entries 
in the journal; (2) the equality of the debits and credits of each page 
of the various journal forms must be proved before any figures are 
either carried forward or posted to the ledger. It follows, then, that 
if the journal pages are proved to be in balance and the entries are 
correctly posted the ledger also must balance. In order to prove 
whether or not the equality of the debits and credits has thus been 
maintained, a trial balance must be taken of the ledger at the end 
of each month. A trial balance consists of a schedule of the open 
accounts in the general ledger showing in one column the debit 
balances and in another column the credit balances of the accounts. 
The footings of the two columns must be equal. A stock form of 
trial balance book should be obtained for the permanent preserva- 
tion of the monthly trial balances. 

After the trial balance has been completed it is necessary to ‘‘close 
the books” and to prepare a balance sheet and an income and expense 
statement in order to ascertain the results of the period’s operations 
and the financial position of the company. 


CLOSING THE BOOKS. 


By the expression ‘‘closing the books” is meant the process of 
balancing all income and expense accounts by transferring . their 
balances to the loss and gain account. After this has been done, 
the only open accounts to be found in the ledger are the balance- 
sheet accounts which represent the assets and liabilities of the 
company. 

Preparatory to closing the books, it will be necessary to make the 
following schedules:* 


Seed cotton on hand—unginned......--- List showing quantity, kind, grade, and 
price. gece er 

Corton seed on-hatids +2226 50-22 sa ree List showing quantity, kind, condition, 
and price. 

Cotton on hand—ginned.........--..---- List showing quantity, class, grade, and 
DELICE. 5 

arsine Of Nang. eS ee eer ae See List showing quantity and cost. 

TCS ON MAMG ere eo rn eae en eee List showing quantity and price. 


Accrued interest on notes receivable ?... List by name of drawer, date, time to run, 

: interest rate, and amount of note. (See 
discussion, p. 21). 

Insurance premiums unexpired at the List by policy number, date, property 


end of the period. covered, time, and amount of premium 
unexpired. 
Unused stationery and printing.......... ‘List by quantity, kind, and value. (See 
account No. Ol). 
Accrued salaries and wages. ...-...-..--.- List by name, time, and wage rate. 
Meeried rent andy taxes 2) Serer ees List by name, time, and rate. 
Accrued interest on notes payable?._._... List by name of payee, date, time to run, 


interestrate, amount of note. 


1 These schedules are called ‘‘inventories.”’ - 
2 In some cases there may be some notes receivable on hand, or notes payable outstanding. Itis then ~ 
necessary to compute the accrued interest on each class, and open two new accounts, captioned, respec- 
tively, ‘‘ Accrued interest on notes receivable” and ‘‘Interest accrued on notes payable.” The following 
journal entries would then be made: * 
000 Interest accrued on notes receivable. 
Sundry INCOMe sb oe BS LES Ni ee ee Pepe tees ee ae C00 
Toset up asincome and asset the earning ofinterest not yet received in cash. 
060 Miscellaneous expense. 
‘A cerued interest on notes payables! s A 1 F aie Ill Fee ee eee 0co 
To place on the books the expense for interest, not yet paid. 
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Great care must be exercised in inventorying these items as the 
value of the income and expense statement and the balance sheet 
depends upon the accuracy of the inventories. This work should 
always be conducted, or at least directly supervised, by a competent 
committee of the board of directors if the business is incorporated. 

When the above schedules have been completed, extensions made 
and verified, the following journal entries should be made. The 
figures in the schedules will be those used for the entries. 


ero!) 
Debit. Credit. 
000 Inventory. 
Seed COLO Pumehasessss shore cee Ce ee tte Sa dee 000 
Comoncsecd spurchaseste ata ar se hee ee te ee soe ier 000 
WontanwpUnchasessen ste e seni ke remanet Neck ase ghar eyo) 000 
ibaccime and Ges purchases wakes oye ses oe fos ee 000 


To place the inventories on the books as an asset. 


Debit. Credit. 
000 Insurance. 
Pra pamcleimistmatnces. wee errr: Met erent e enn etn i a te 000 


To enter in the expense account the amount of insurance premiums expired during 
the year, and reduce the asset of prepaid insurance to the amount of premiums yet 
to be exhausted. 


(3) 
000 Rent. 
000 Taxes. 
INCCLUCE MENG AN GALAKERs eel aus ew Ce Ve Sve de ales 000 


To set up as expense the portion of these items which apply to the period, and are 


still unpaid. 
a, (4) 
000 Depreciation. 
Reserve for depreciation, Buildings.................... 000 
Machinery and equipment... 000 
Office furniture and equip- 


yO S123 0 Re Nc OE AT eee ni ll 000 
To set up the expense for depreciation, and created reserve. 
(5) 
000 Loss from bad accounts. 
Reserve;ior doubtiul accounts. 224-1... sehied. Jeol ne 000 


To set up as expense the estimated loss from bad accounts for the current period, 
and to create a reserve. 
(6) 


000 Custom ginning income. 
000 Cottonseed sales. 
000 Cotton sales. 
000 Bagging and ties sales. 
000 Cash discount on purchases. 
Wosmandreaimeye meer serene se oC FO tn ear ee 000 


To close the income accounts and transfer gross gains to Loss and gain account. 
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(7) 
000 Loss and gain. 
Salaries and labor expense 22 93.40 a4.- he eee eee 000 
‘Power €x penises (As)! 2k. Se ee a gee eee eee 000 
Repairsc 24g fs £3 Tee Sle EP ED eae 900 
Depreciation ss 44-32 5a42. be se ee Sas a ee ee 000 
Operating supplies expense.:.-+-..2...--.--2.2-5-+-22- 000 
Insurance: .* 2222) 2b 5 os Le See OS ee Oe te eee 000 
Office siipplies 0. 28k A bss sea NEN SOR ee eee 000 
Telegraph, telephone, and postage........-....-.....-- 000 
Went, paid 328 Ped ne eevee eae 000 
Tames: 721 te Se is ee Sir RNS “Bible TASER SE Sait hans ee 000 
Loss{frony bad! accounts! 22 e A6 Be eee eee 000 
Miscellaneous: ex pense! 522... 4.2 2 eo ee 000 
Seed-cotton purchases 2.543 oc e  oee e 000 
Cottonseed “purchases: =>. fe. 4c. so eee ae 000 
Cotton purchases)... 6.22222. 2 be ee | ee 000 
Bagging and ties purchases... 4: jac. p4Sgen8 te 000 


To close the expense accounts and transfer the expenses to the Loss and 
gain account. 
(8) 


000 Guinning purchased seed cotton. 
Hogs and! aaa! SCS SS Se ee OR a ig ee a eae 000 


To charge the former account with the cost of ginning. 
PREPARING THE REPORTS. 


The above journal entries when posted to the ledger will balance 
all Income and expense accounts and leave only the Asset and la- 
bility accounts open. At this point all the balanced accounts 
should be ruled with a double red line beneath the footings. 

A credit balance on the Loss and gain account represents the net 
profit for the year, a debit balance represents a loss. 

A trial balance (‘‘after closing’’) should now be taken to prove 
that the equality of the debits and credits of the ledger accounts has 
been. maintained, after which the preparation of the balance sheet 
. and Income and expense statement may proceed. | 

In compiling the balance sheet it is necessary only to refer to the 
ledger accounts and draw off the balances shown in the Asset and 
lability accounts, entering them as indicated on the form of balance 


sheet provided herein. The preparation of the Income and expense ~ i 


statement is described on page 5. 

It will be noted that while the reserves for depreciation and bad 
accounts are shown on the ledger as a liability they appear on the 
balance sheet as a deduction from the assets. 7 
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REOPENING THE BOOKS. 


After having prepared the balance sheet and Income and expense 
statement, it 1s necessary to make certain journal entries in order 
that the accounts for the succeeding fiscal period may show the true 
results of the operations. These are as follows: 


| a) : 
Debit. Credit. 
000 Seed-cotton purchases. 
000 Cottonseed purchases. 
000 Cotton purchases. 
000 Bagging and ties purchases. 
Me RWS) ST OSA Ce reso IGN LER ey ant DAML Ta aia elo a eB 000 


To transfer the inventories on hand to the purchase accounts and close the inventory 
account. 
(2) 


000 Accrued rent and taxes. 


To close the accrued account and adjust the debits to the expense accounts. 


It will now be possible to proceed with the entries for the new 
period, and the books will then reflect the correct results of the new 
period operations. 


‘aad MONvIvg 


‘and HONVIVE 
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These sample entries show how the ginning tickets should be made 
up, one for each bale ginned. It should be noted that No. 39771, 
made out on Form 2a (below), contains the same information as the 
same numbered ticket made out on Form 2. In the case of Form 
2a, however, the information is transferred into the ginning register, 
Form 26, and from there posted to the ginning ledger form 3, whereas 
the information on Form 2 is posted direct to the ledger from the 


duplicate. 
GINNING TicKET No. 39771. 


BLANK GINNING COMPANY 


(Town.) (State.) 
Austin. Texas. 
Bale No. 39771. Mark A. B. C. Delivered to Smith. 
Ginned for A. B. Castley. 
Driver, Joe Snuth. 
Farm of A. B. Castley. 
SEED COTTON. (Calculations. ) 
EROS) ese Freer ass, 3,150 lbs. 1070 5. 30 
~7d .70 « 
ALE ine eee is iat Rees. Bp ea 1,550 lbs. 5850 3.7100 
[GUE RRO aT 1,600 lbs. 7490 
&. 0200 
Weieht bale-:..4. 2S 5 33 530 lbs. Taken by Smith. 
STECEC be eae eer ita ee ECR tea eae 1,070 \bs. Bought $.75 cwt.. $8. 02 
Ginning atid /Opper Cwss. cee eM ae a $3. 71 
pareineiands tiesto ow io. fo. wie ve Mi UA Ce aie 2. 00 

ofall clrareest abo ie sai LC oh eee ernie |. SN GS ey! 

Balance paid to A.w6. Castley. Ck. Nowi025. /- seer ot ssi! 
(Calculations.) SEED COTTON BOUGHT. 
Tn 00 100 \bst.@, $.03 perdi...) 24.) gmat. $3. 00 

108 Plus balance aboweree ei ao wo. | 

3.00 
Pad by Ck." No: 025'to./A:.B.” Cagtlepawn senate dls cla Ged 


Not responsible for cotton left on yard. 
BLANK GINNING COMPANY, 
By J. M. W. 


Bureau of Markets and Crop Estimates—Ginnery System—Form 2A. 


This is to be put up in duplicate or triplicate, depending on whether the State law requires a copy to 
be furnished to the landlord. 
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BLANK GINNING COMPANY. 


No. 1725. 


AccOUNT. 
Hae | 8 | 71 Place, Austin, Tez. Date, Aug. 20, 1920 


Bagging and Ties... | 4|00| Received from /7¢ Jones 


| 
Accts. Rec.........- Feats (ae | Lwenty-cight Dollars 78 Cents 
Novesthee: 52s gk | Hor Account in full. 
Cotton Sold........- | 1} 75 | By J. M. WHITE, 
Cotton Seed. ...-..- | 14 | 25 | Manager. 
ae 


Bureauo Marketsand Crop Estimate—sGinnery System—Form 4. 


Austin Tex. Rt 


ADDRESS... 
U. S. B. M. and C. E. Ginnery System Form No, 1 
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WASHINGTON : GOVERNMENT PRINTING OFFICE : 1921 


